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ACTION:  Final  rule. 

SUMMARY:  The  rule  requires  all  na¬ 
tional  securities  exchanges  and  associ¬ 
ations  to  establish  procedures  for  col¬ 
lecting  from  their  members  bids, 
offers  and  quotation  sizes  with  respect 
to  reported  securities,  and  for  making 
such  bids,  offers,  and  sizes  available  to 
quotation  vendors.  It  also  requires 
that  quotation  information  made 
available  to  vendors  be  “firm.”  subject 
to  certain  exceptions.  The  rule  is  in¬ 
tended  to  facilitate  the  prompt  devel¬ 
opment  of  a  composite  quotation 
system,  an  integral  component  of  a  na¬ 
tional  market  system. 

EFFECTIVE  DATE:  May  1.  1978. 

FOR  FURTHER  INFORMATION 
CONTACT: 

John  W.  Osborn.  Division  of  Market 
Regulation.  Securities  and  Exchange 
Commission.  500  North  Capitol 
Street.  Washington.  D.C.  20549.  202- 
755-8961. 

SUPPLEMENTARY  INFORMATION; 
The  Securities  and  Exchange  Commis¬ 
sion  has  announced  the  adoption  of 
Rule  llAcl-1  (17  CFR  §  240.11Acl-l) 
under  the  Securities  Exchange  Act  of 
1934  (the  “Act”)  (15  U.S.C.  78a  et  seq., 
as  amended  by  Pub.  L.  No.  94-29  (Jime 
4.  1975)).  governing  dissemination  of 
quotation  information  with  respect  to 
equity  securities  as  to  which  last  sale 
information  is  reported  in  the  consoli¬ 
dated  transaction  reporting  system 
(the  “consolidated  system”)  contem¬ 
plated  by  Rule  17a-15  under  the  Act 
(17  CFR  §240.17a-15)  (“reported  secu¬ 
rities”).  The  Rule  is  designed  to  facili¬ 
tate  the  prompt  development  of  a 
composite  quotation  system  by  im¬ 
proving  the  quality  and  reliability  of 
quotation  information  made  available 
by  national  securities  exchanges  (“ex¬ 
changes”)  and  third  market  makers. 

The  Rule,  which  will  become  effec¬ 
tive  on  May  1,  1978,  will  require  each 
exchange  and  third  market  maker  (a 
“market  center”)  to  make  available 
quotations  (including  size)  in  all  re¬ 
ported  securities  in  which  that  market 
center  is  making  a  market.  In  addition, 
quotations  made  available  pursuant  to 
the  Rule  will  be  required  to  be  “firm,” 
subject  to  certain  exceptions. 


I.  Background 

In  February  1972.  in  its  Statement 
on  the  Future  Structure  of  the  Securi¬ 
ties  Markets,  the  Commission  first 
identified  a  composite  quotation 
system  as  an  integral  component  of  a 
national  market  system  when  it  stated 
that; 

*  *  *  an  essential  step  toward  formation  of 
a  central  market  system  is  to  make  informa¬ 
tion  on  prices,  volume  and  quotes  for  securi¬ 
ties  in  all  markets  available  to  all  investors, 
so  that  buyers  and  sellers  of  securities, 
wherever  located,  can  make  Informed  in¬ 
vestment  decisions  and  not  pay  more  than 
the  lowest  price  at  which  someone  is  willing 
to  sell  nor  sell  for  less  than  the  highest 
price  at  which  a  buyer  is  prepared  to  offer. 
Such  a  communications  system  would  thus 
serve  to  link  the  now  scattered  markets  for 
listed  securities.* 

Following  the  publication  of  the 
Future  Structure  Statement,  the  Com¬ 
mission  proposed  Rule  17a-14  under 
the  Act.  which  would  have  required 
each  exchange  and  national  securities 
association  (“association”)  to  make 
quotations  of  their  members  available 
to  vendors.*  Since  that  time,  the  Com¬ 
mission  has  pursued  several  alterna¬ 
tive  courses  of  action  designed  to  es¬ 
tablish  a  composite  quotation  system, 
including  a  proposal  to  require  plans 
to  be  filed  under  Section  17(a)  of  the 
Act  and  an  attempt  to  free  competitive 
forces  to  bring  al^ut  the  development 
of  such  a  system  by  removing  barriers 
to  the  voluntary  dissemination  of  quo¬ 
tation  information.* 

As  noted  by  the  Commission  when  it 
first  proposed  Rule  llAcl-1  in  1976,* 
private  efforts  at  developing  a  compos¬ 
ite  quotation  system  have  proven 


*  Securities  and  Exchange  Commission. 
Statement  on  the  Future  Structure  of  the 
Securities  Markets  (February  2.  1972)  at  9, 
37  FR  5286,  5287  ("Future  Structure  State¬ 
ment”). 

'Securities  Exchange  Act  Release  No.  9529 
(March  8. 1972).  37  FR  5760. 

*In  1974,  the  Commission  republished 
Rule  17a-14  in  a  substantially  revised  form, 
which  would  have  permitted  exchanges  and 
associations  to  file  plans  (similar  to  the  type 
of  plan  called  for  by  Rule  17a-15  under  the 
Act  with  respect  to  last  sale  reports),  to 
govern  the  development  and  implementa¬ 
tion  of  a  (x>mposlte  quotation  system.  Secu¬ 
rities  Exchange  Act  Release  No.  109S9 
(August  14.  1974),  39  FR  31920.  However,  in 
1975,  the  Commission  decided  to  defer  con¬ 
sideration  of  that  proposal  and  determined, 
as  an  alternative  course  of  action,  to  take 
steps  to  remove  restrictions  Imposed  by  ex¬ 
changes  on  the  dissemination  of  quotation 
information,  while  leaving  the  development 
of  a  system  consolidating  quotation  infor¬ 
mation  from  the  various  market  centers  to 
private  enterprise.  See  Securities  Exchange 
Act  Release  Nos.  11288  (March  11.  1975).  40 
FR  15015.  and  11406  (May  7,  1975),  40  FR 
25645. 

'Securities  Exchange  Act  Release  No. 
12670  (July  29.  1976),  41  FR  32856  (“1976 
Release"). 


largely  uiisucccssful.  Exchange  mar¬ 
kets  continue  to  disseminate  bid  and 
asked  price  data  which  do  not  repre¬ 
sent  “firm”  quotations  and  no  self-reg¬ 
ulatory  organization  makes  available 
data  as  to  quotation  sizes.  These  and 
other  deficiencies,  which  are  more 
fully  discussed  in  the  1976  Release, 
have  (xinvinced  the  Commission  that  it 
should  take  affirmative  steps  to  im¬ 
prove  the  quality  of  quotation  infor¬ 
mation  disseminated  by  the  various 
market  centers  by  adopting  Rule 
llAcl-1  which  will  require  exchanges 
and  third  market  makers  to  make 
available  “firm”  quotations  while  al¬ 
lowing  the  private  sector,  without  reg¬ 
ulatory  compulsion,  to  develop  the 
means  of  consolidating  those  quota¬ 
tions. 

The  initial  version  of  Riile  llAcl-1, 
proposed  in  July  1976  (the  “1976  Pro¬ 
posal”),*  would  have  required  every 
exchange  and  association  to  establish 
and  maintain  procedures  and  mecha¬ 
nisms  for  collecting  quotations  in  eligi¬ 
ble  securities*  from  its  specialists  and 
third  market  makers  and  for  making 
such  quotations  (and,  if  the  specialist 
or  third  market  maker  desired,  his 
quotation  sizes)  available  to  quotation 
vendors.*  Each  specialist  and  third 
market  maker  would  have  been  re¬ 
quired  to  communicate  his  quotations 
promptly  to  his  exchange  or  associ¬ 
ation  in  accordance  with  the  ex¬ 
change’s  or  ass(x;iation’s  procedures.* 

The  1976  Proposal  would  also  have 
required  that,  subject  to  certain  excep¬ 
tions,  all  quotations  made  available 
pursuant  to  the  Rule  be  “firm”.  In 
particular,  the  Rule  would  have  pro¬ 
vided  that  any  specialist  or  third 
market  maker  presented  with  an  order 
for  the  purchase  or  sale  of  an  eligible 
security  (other  than  the  purchase  and 
sale  of  an  (xid-lot)  stand  ready  to  ex¬ 
ecute  a  transaction  in  that  security  in 
any  amount  up  to  such  specialist’s  or 
third  market  maker’s  published  quota¬ 
tion  size  (i.e.,  his  most  recently  com¬ 
municated  quotation  size  displayed  by 
vendors  or,  in  the  event  he  had  dis¬ 
seminated  no  quotation  size,  a  normal 
unit  of  trading)*  at  a  price  at  least  as 
favorable  to  the  buyer  or  seller  as  the 
bid  price  or  asked  price  comprising 
part  of  that  specialirt’s  or  market 
maker’s  published  quotation  (i.e.,  his 
most  recently  communicated  quota- 


*See  Id. 

•The  1976  Proposal  used  the  terra  “eligi¬ 
ble  security,”  which  was  defined  as  any  se¬ 
curity  as  to  which  last  sale  information  is 
r  ported  in  the  consolidated  system.  In  the 
subsequent  proposal  and  the  Rule  as  adopt¬ 
ed,  the  term  “reported  security”  has  been 
utilized  and  defined  to  limit  the  application 
of  the  Rule  to  equity  securities  reported  in 
the  consolidated  system. 

'1976  Proposal,  paragraph  (bXl). 

*1976  Proposal,  paragraph  (cKl). 

*See  1976  Proposal,  paragraph  (aK8). 
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tlon  displayed  by  vendors  at  the  time 
the  order  is  presented).'* 

Two  exceptions  to  “firmness”  were 
provided  in  the  1976  Proposal.  First,  a 
specialist  or  third  market  maker  would 
have  been  relieved  of  his  obligation  to 
effect  transactions  at  his  published 
quotation  if.  after  dissemination  of  a 
published  quotation  and  before  pre¬ 
sentation  of  an  order,  that  specialist 
or  third  market  maker  had  communi¬ 
cated  a  quotation  to  his  exchange  or 
association  superseding  his  published 
quotation. "  S^ond.  quotations  of  spe¬ 
cialists  and  third  market  makers 
would  not  have  been  required  to  be 
“firm"  for  a  period  of  three  minutes 
following  the  execution  of  a  transac¬ 
tion  in  the  particular  security  involved 
on  the  floor  of  the  specialist's  ex¬ 
change  or  by  the  third  market  maker 
(as  the  case  may  be)  or  following  the 
report  of  a  transaction  in  the  security 
in  the  consolidated  system  (the 
“Three  Minute  Exception”).  •* 

Commentators  responding  to  the 
1976  Proposal  felt  that  the  Rule  as 
then  proposed  would  cause  certain 
operational  difficulties  with  respect  to 
the  collection  and  di&semination  of  ex¬ 
change  quotations.  The.se  commenta¬ 
tors  argued  that,  under  the  collection 
procedures  then  proposed,  exchange 
quotations  either  would  not  accurately 
reflect  all  buying  and  selling  interest 
on  an  exchange  floor  (by  only  dissemi¬ 
nating  the  specialists’  quotation)  or 
would  subject  the  specialist  to  firm¬ 
ness  obligations  for  bids  or  offers 
which  were  not  made  by  him.  Addi¬ 
tionally.  some  commentators  suggest- 
*ed  that,  during  periods  of  unusual  or 
active  trading,  an  .exchange’s  proce¬ 
dures  for  quotation  collection  might 
be  inadequate.  In  respon.se  to  these 
comments,  the  Commission  repub¬ 
lished  the  Rule,  in  June  1977,  in  sub¬ 
stantially  revised  form  (the  ”1977  Pro¬ 
posal”).  •* 

The  1977  Proposal,  rather  than 
limiting  the  collection  of  exchange 
quotations  to  specialists’  bids  arid 
offers,  would  have  required  each  ex¬ 
change  to  collect,  process  and  make 
available  to  quotation  vendors  the 
highest  bid  and  lowest  offer'*  commu¬ 
nicated  at  the  location  (or  locations) 
designated  for  trading  on  the  floor  of 
that  exchange  by  any  "responsible 
broker  or  dealer”  with  respect  to  each 
reported  security*  listed  or  admitted 
to  unlisted  trading  privileges  on  that 


"1976  Proposal,  paragraph  (CX3).  See  id., 
paragraph  (aKlO). 

"  1976  Proposal,  paragraph  (cM3Kii). 

"1976  Proposal,  paragraphs  (cX3Xi)  and 
(CK5). 

"Securities  Exchange  Act  Release  No. 
13626  (June  14.  1977).  43  FR  32418  ("1977 
Release”).  In  addition,  the  1977  Proposal 
contained  a  number  of  technical  changes  In 
response  to  conunents  by  Interested  parties. 
See  1977  Release  19-21.  42  FR  32418.  32420. 
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exchange.  _  The  term  "responsible 
broker  or  'dealer”  was  defined  to  in¬ 
clude  any  member  of  an  exchange  who 
communicated  to  another  member  on 
the  floor  of  that  exchange  a  bid  or 
offer  for  a  reported  security  at  the  lo¬ 
cation  (or  locations)  designated  by  the 
exchange  for  trading  in  that  security. 
In  the  event  two  or  more  members  had 
communicated  a  bid  or  offer  at  the 
same  price,  both  such  members  would 
be  deemed  responsible  brokers  or  deal¬ 
ers,  subject  to  the  rules  of  priority  and 
precedence  then  in  effect  on  that  ex¬ 
change.'*  Thus,  an  exchange  would 
have  been  responsible  for  making 
available  a  single  quotation,  not  neces¬ 
sarily  of  any  individual  market  partici¬ 
pant  such  as  a  specialist,  but  rather  re¬ 
flecting  the  highest  bid  and  lowest 
offer  of  any  broker  or  dealer  at  the 
post.  '* 

Under  the  1977  Proposal,  each  bid  or 
offer  made  available  by  an  exchange 
to  quotation  vendors  would  have  been 
accompanied  by  a  quotation  size, 
which  would  be  either,  (i)  The  number 
of  shares  or  units  of  trading  which  the 
broker  or  dealer  responsible  for  that 
bid  or  offer  had  specified  for  purposes 
of  communication  to  quotation  ven¬ 
dors  that  he  would  be  willing  to  buy  at 
the  bid  price  or  sell  at  the  offer  price 
comprising  his  bid  or  offer,  or  (ii)  in 
the  event  no  such  number  had  been 
specified,  a  normal  unit  of  trading.'*  If 
the  bid  or  offer  made  available  by  an 
exchange  represented  the  bids  or 


"This  requirement  was  limited  to  permit 
an  exchange  to  exclude  any  bid  or  offer 
which  wax  executed  Immediately  after  com¬ 
munication  and  any  such  bid  or  offer  com¬ 
municated  by  a  responsible  broker  or  dealer 
other  than  an  exchange  market  maker 
which  was  cancelled  or  withdrawn  If  not  ex¬ 
ecuted  immediately  after  communication. 
1977  Proposal,  paragraph  (bM2). 

"See  note  6  supra. 

"1977  Propo.sal.  paragraph  (aM3Ml).  Tlie 
1977  Proposal  would  also  have  provided 
that,  with  respect  to  a  bid  or  offer  repre¬ 
senting  an  order  which  had  been  transmit¬ 
ted  from  one  member  of  that  exchange  to 
another  member  who  undertook  to  act  as 
agent  with  respect  to  the  order,  only  the 
last  member  undertaking  to  act  as  agent 
with  respect  to  the  order  would  have  been 
considered  as  the  "responsible  broker  or 
dealer”  for  the  bid  or  offer.  Thus,  for  exam¬ 
ple.  if  an  order. had  been  given  to  a  $2 
broker  for  execution  or  left  with  a  special¬ 
ist.  only  the  $2  broker  or  the  specialist  (and 
not  the  originating  broker)  would  have  been 
subject  to  the  Rule's  firmness  obligations. 

"  Under  the  1977  Proposal,  each  exchange 
would  also  have  been  responsible  for  estab¬ 
lishing  and  maintaining  procedures  and 
mechanisms  for  ascertaining  the  identity  of 
responsible  brokers  and  dealers  with  respect 
to  each  bid  and  offer  and  would  have  been 
required,  upon  request  of  any  member  seek¬ 
ing  to  execute  a  transaction  in  reliance  on 
the  firmness  requirements  of  the  Rule,  to 
disclose  the  identity  of  such  responsible  bro¬ 
kers  and  dealers  to  that  member.  1977  Pro¬ 
posal.  paragraph  (bM2). 

"1977  Proposal,  paragraph  (aXlO). 


4313 

offers  of  more  than  one  responsible 
broker  or  dealer,  the  exchange  would 
have  been  required  to  make  available 
an  aggregate  quotation  size  with  re¬ 
spect  to  such  bid  or  offer  (l.e.,  the  sum 
of  the  quotation  sizes  of  all  responsi¬ 
ble  brokers  or  dealers  with  respect  to 
such  bid  or  offer.'* 

The  firmness  requirements  and  ex¬ 
ceptions  thereto  for  revised  quotations 
and  for  intervening  transactions  and 
trade  reports  contained  in  the  1976 
Proposal  were  retained  in  the  1977 
Proposal.  However,  the  exceptions  to 
firmness  were  modified  to  allow  an  ex¬ 
change  member,  seeking  to  execute  a 
transaction  in  a  security  when  the 
published  bid  or  published  offer'  for 
that  security  represented  the  bids  or 
offers  of  two  or  more  members,  to 
effect  transactions  with  all  of  such  re¬ 
sponsible  brokers  or  dealers  up  to  the 
published  aggregate  quotation  size. 
Specifically,  if  an  order  to  purchase  or 
sell  a  reported  security  was  presented 
for  execution  to  a  responsible  broker 
or  dealer  on  the  floor  of  an  exchange 
at  a  time  when  the  publLshed  bid  or 
published  offer  of  such  exchange  rep¬ 
resented  bids  or  offers  (as  the  case 
may  be)  of  more  than  one  responsible 
broker  or  dealer  on  that  exchange,  no 
such  responsible  broker  or  dealer 
would  have  been  relieved  of  his  execu¬ 
tion  responsibility  under  the  Rule 
until  the  member  seeking  to  execute 
the  order  had  either  completed  his 
order  (if  the  order  was  in  size  equal  to 
or  less  than  the  publLshed  aggregate 
quotations  size)  or  (if  the  order  was  in 
size  greater  than  the  published  aggre¬ 
gate  quotation  size)  the  member  had 
purchased  or  sold  an  amount  of  the  se¬ 
curity  equal  to  such  published  quota¬ 
tion  size  regardless  of  any  revisecl  quo¬ 
tation  or  any  intervening  transaction 
or  trade  report.** 

In  addition,  the  1977  Proposal  would 
have  provided  a  further  exception  to 
firmness  during  periods  of  unusual  or 
active  trading  when  an  exchange’s 
quotation  collection  proi^dures  would 
not  be  adequate  to  monitor  the  flow  of 
quotation  information  or  a  specialist 
would  not  be  able  to  update  his  quota¬ 
tions  on  a  timely  basis  (the  “Unusual 
Market  Exception”).  Under  this  excep¬ 
tion.  if  an  exchange,  pursuant  to  rules 
and  regulations  approved  by  the  Com¬ 
mission  under  section  19(b)(2)  of  the 
Act.  determined  that  the  level  of  trad¬ 
ing  activity  or  the  existence  of  unusu¬ 
al  market  conditions  was  such  that  the 
exchange  was  incapable  of  accurately 
collecting,  processing  and  making 

"1977  Proposal,  paragraph  (aX12>.  The 
exchange  would  also  have  been  responsible 
for  keeping  track  of  the  quotation  sizes  of 
each  broker  or  dealer  and  making  that  in¬ 
formation  available  to  a  member  seeking  to 
effect  a  transaction  in  reliance  on  the  firm¬ 
ness  requirements  of  the  Rule.  1977  Propos¬ 
al.  paragraph  (b)(2). 

"1977  Proposal,  paragraph  (cK4). 
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available  to  vendors  the  data  required 
by  the  Rule,  upon  such  exchange’s  no¬ 
tification  to  certain  specified  persons 
(including  the  Conunission  and  each 
quot-ation  vendor),**  the  firmness  obli¬ 
gations  of  responsible  brokers  and 
dealers  of  such  exchange,  as  well  as 
the  obligation  of  the  exchange  to  as¬ 
certain  the  identity  and  quotation  size 
of  each  responsible  broker  and  dealer 
and  to  make  such  information  avail¬ 
able  to  members,  would  be  suspended. 
The  suspension  would  continue  until 
the  exchange  had  determined  that  the 
unusual  market  activity  or  conditions 
had  terminated  and  renotified  those 
specified  persons.  During  the  penden¬ 
cy  of  the  suspension,  the  exchange  in¬ 
volved  would  still  be  required  to  con¬ 
tinue,  to  the  maximum  extent  practi¬ 
cable  under  the  circumstances,  to  col¬ 
lect,  process  and  make  available  to 
vendors  bids,  offers  and  quotation 
sizes  of  its  members.** 

The  1977  Proposal  did  not  signifi¬ 
cantly  change  the  collection  proce¬ 
dures  and  firmness  requirements  of 
the  Rule  for  third  market  makers. 
Under  the  1977  Proposal,  each  third 
market  maker**  would  have  been  de¬ 
fined  as  a  “responsible  broker  or 
dealer”**  and  would  have  been  obligat¬ 
ed  to  communicate  his  bids,  offers, 
and  quotation  sizes  to  the  association 
of  which  he  was  a  member  pursuant  to 
collection  procedures  established  by 
that  association.**  Such  bids,  offers, 
and  quotations  sizes  would  have  been 
firm,  subject  to  the  same  exceptions 
for  revised  quotations  and  intervening 
trade  reports  as  contained  in  the  1976 
Proposal.**  Each  association,  in  turn, 
would  have  been  required,  at  all  times 
last  sale  information  with  respect  to 
reported  securities  was  reported  in  the 
consolidated  system,  to  collect,  pro¬ 
cess,  and  make  available  to  vendors 
the  highest  bid  and  lowest  offer  and 
quotation  size  of  each  responsible 
broker  or  dealer  who  was  a  member  of 
that  association  and  who  was  acting  in 
the  capacity  of  a  third  market 
maker.** 

In  response  to  the  publication  of  the 
1977  Proposal,  the  Commission  re- 


»•  1977  Proposal,  paragraph  (aK15). 

”1977  Proposal,  paragraph  (bK3), 

“The  1977  Proposal  changed  the  defini¬ 
tion  of  “third  market  maker”  to  make  clear 
that:  (i)  a  market  maker  may  also  represent 
a  customer’s  order  as  agent  as  part  of  a  bid 
or  offer  disseminated  pursuant  to  the  Rule, 
and  (ii)  a  market  maker  would  not  include 
any  person  acting  solely  in  the  capacity  of  a 
block  positioner.  See  id.,  paragraph  (aXl). 
**1977  Proposal,  paragraph  (aK3)(ii), 

“1977  Proposal,  paragraph  (cKl). 

“1977  Proposal,  paragraphs  (cK2),  (3),  and 
(5). 

“1977  Proposal,  paragraph  (bKlXil).  How¬ 
ever,  this  requirement  was  limited  to  permit 
an  association  to  exclude  any  bid  or  offer 
which  was  executed  immediately  after  com¬ 
munication  or  cancelled  or  withdrawn  if  not 
executed  immediately  after  communication. 


ceived  comment  letters  from  three 
vendors  of  market  information,  six  ex¬ 
changes,  the  National  Association  of 
Securities  Dealers,  Inc.  (“NASD”),  the 
Securities  Industry  Association,  two 
broker-dealer  firms,  and  the  Council 
on  Wage  and  Price  Stability.  The 
Conunission  has  also  considered  com¬ 
ments  and  statements  concerning  quo¬ 
tation  systems  generally  and  Rule 
llAcl-1  specifically  which  were  re¬ 
ceived  in  cormection  with  the  Conunis- 
sion’s  current  proceeding  under  sec¬ 
tion  19(c)  of  the  Act,  considering 
amendment  of  exchange  rules  which 
limit  or  condition  the  ability  of  their 
members  to  effect  transaction  over- 
the-counter  in  listed  securities  and  to 
consider  the  adoption  of  certain  Com¬ 
mission  rules  to  accompany  any  such 
action  (the  “Off-Board  Proceeding”).** 
Finally,  the  Commission  has  consid¬ 
ered  the  views  of  the  National  Market 
Advisory  Board  (“NMAB”)  regarding  a 
composite  quotation  system.**  All  of 
the  comments  and  views  received  in  re¬ 
sponse  to  the  1977  Proposal  indicate 
that  most  of  the  mechanical  and  oper¬ 
ational  difficulties  of  the  Rule  had 
been  resolved  but  that  there  was  still 
some  disagreement  as  to  the  basic  reg¬ 
ulatory  approach  of  the  Rule.  After 
carefully  considering  these  views  and 
comments,  the  Commission  has  deter¬ 
mined  to  retain  the  basic  approach  of 
the  proposal  and  has  adopted  Rule 
llAcl-1  in  substantially  the  same 
form  as  the  1977  Proposal,  with  the 
elimination,  however,  of  the  Three 
Minute  Exception. 

II.  The  Revised  Proposal 

A.  THREE  MINUTE  EXCEPTION 

A  number  of  commentators  respond¬ 
ing  to  both  the  1977  and  1976  Propos¬ 
als  argued  that  the  Three  Minute  Ex¬ 
ception  was  both  unnecessary,  in  light 
of  actual  trading  conditions  and  recent 
technological  developments  permitting 
computer-generated  quotations,  and 
counterproductive  bemuse  it  would ' 
emasculate  the  firmness  provisions  of 
the  Rule.  Therefore,  these  commenta¬ 
tors  suggested  that  the  quotation  in¬ 
formation  disseminated  pursuant  to 
the  Rule  would  be  less  useful  for  order 
routing  decisions.  One  commentator 
also  asserted  that  the  Three  Minute 
Exception  would  permit  exchanges  or 
third  market  makers  to  suspend 
making  quotations  available  for 
lengthy  periods  of  time  during  active 
markets. 

The  Three  Minute  Exception  was 
originally  included  in  the  1976  Propos¬ 
al  as  a  mechanism  to  assure  that 
market  makers  were  given  sufficient 


“See  Securities  Exchange  Act  Release  No. 
13662  (June  23,  1977),  42  FR  33510. 

“NMAB.  “Next  Steps  to  be  Taken  to  Fa¬ 
cilitate  the  Establishment  of  a  National 
Market  System,”  December  6,  1977, 

(“NMAB  Report”)  15-18. 


time  to  update  their  quotations  follow¬ 
ing  completion  of  a  transaction  or 
after  receiving  a  trade  report  from  an¬ 
other  market  center.  The  Commission 
recognized  that  the  Exception  would 
result  in  the  disseminaton  of  quota¬ 
tions  which  were  less  useful  for  order 
routing  decisions  than  quotations 
which  were  firm  unless  altered  prior 
to  the  receipt  of  an  order;  however,  be¬ 
cause  the  Commission  was  concerned 
that  the  Rule  might  cause  operational 
difficulties,  especially  in  active  mar¬ 
kets.  the  Three  Minute  Exception  was 
included  to  ensure  the  efficient  oper¬ 
ation  of  the  Rule.  As  a  further  mecha¬ 
nism  for  accommodating  active  ex¬ 
change  markets,  the  Commission  also 
added  the  Unusual  Market  Exception 
in  the  1977  Proposal.  However,  be¬ 
cause  the  Commission  believed  that 
quotation  information  would  be  more 
useful  if  these  exceptions  were  not 
provided,  it  specifically  r»?que8ted  com¬ 
ment  in  the  1977  Release  on  the  “fea¬ 
sibility  of  requiring  bids  and  offers 
made  available  pursuant  to  the  Rule 
to  be  firm  under  all  circumstances 
(unless  a  revised  bid  or  offer  had  been 
communicated  to  the  relevant  ex¬ 
change  or  association  prior  to  the  Re¬ 
ceipt  of  an  order).”  •• 

The  CommLssion  has  concluded  that 
the  Three  Minute  Exception  is  not 
necessary  to  assure  effective  operation 
of  the  Rule  because  the  exceptions  for 
revised  quotations  and  unusual  market 
conditions  should  be  adequate  to  ac¬ 
commodate  even  very  active  exchange 
markets.**  Accordingly,  since  quota¬ 
tion  information  not  subject  to  such 
an  exception  will,  in  our  view,  be  more 
reliable  and  may  therefore  be  of  great¬ 
er  benefit  to  brokers  and  dealers  in 
their  order  routing  decisions,  the  Com¬ 
mission  has  adopted  Rule  llAcl-1 
without  the  Three  Minute  Excep¬ 
tion.** 


“1977  Release,  supra  note  13,  at  25.  42  FR 
32418.  32421. 

“The  comment  letters  of  the  Boston  and 
Philadelphia  Stock  Exchanges  and  the 
NASD  favored  elimination  of  the  Three 
Minute  Exception.  Additionally,  two  New 
York  Stock  Exchange,  Inc.  (“NYSE”)  spe¬ 
cialists  stated  at  the  public  hearings  held  in 
connection  with  the  Off-Board  Proceeding 
that  the  Three  Minute  Exception  was  not 
necessary  to  permit  them  to  comply  with 
the  Rule.  See  Official  Transcript  of  Pro¬ 
ceedings  Before  the  Securities  and  Ex¬ 
change  Commission.  File  No.  4-180,  In  the 
Matter  of  Off-Board  'Trading  Rules  at  397- 
398  and  599.  Furthermore,  officials  of  the 
NYSE  and  Pacific  Stock  Exchange.  Inc. 
("PSE”).  which  had  Initially  advocated  the 
Exception,  have  informally  confirmed  that 
those  exchanges  no  longer  felt  the  Excep¬ 
tion  was  necessary.  See  Memorandum  of 
Telephone  Conversations  in  File  S7-648. 

“The  Rule  has  also  been  revised  to  delete 
those  provisions  limiting  the  Three  Minute 
Exception  when  two  or  more  responsible 
brokers  or  dealers  on  an  exchange  had  pub¬ 
lished  bids  or  published  offers  at  the  same 
price.  See  1977  Proposal,  paragraph  (cX4). 
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Under  the  Rule  as  adopted,  bids, 
offers,  and  quotation  sizes  are  re¬ 
quired  to  be  firm  subject  only  to  ex¬ 
ceptions  for  revised  quotations  and  un¬ 
usual  or  active  market  conditions.  The 
exception  for  revised  quotations  has 
been  altered  slightly  to  prevent  a  re¬ 
sponsible  broker  or  dealer  from  being 
required  to  execute  more  than  one 
order  on  the  basis  of  his  published  bid 
or  published  offer,  a  possibility  which 
would  have  been  precluded  by  the 
Three  Minute  Exception.  Thus,  under 
the  Rule  as  adopted,  a  responsible 
broker  or  dealer  would  be  relieved  of 
his  obligation  to  effect  transactions  at 
his  published  bid  or  published  offer  if. 

(i)  l^fore  an  order  is  presented  for  ex¬ 
ecution.  he  has  communicated  to  his 
exchange  or  association  a  revised  bid 
or  offer  superseding  his  published  bid 
or  offer  (a  “revised  bid  or  offer")  or. 

(ii)  at  the  time  an  order  is  presented, 
he  is  in  the  process  of  effecting  a 
transaction  in  that  security,”  and.  im¬ 
mediately  after  the  completion  of  such 
transaction,  he  communicates  a  re¬ 
vised  bid  or  offer  to  his  exchange  or 
association.  ”  In  these  circumstances, 
the  responsible  broker  or  dealer  will 
be  obliged  to  effect  a  transaction  at 
his  revised  bid  or  offer  if  the  broker  or 
dealer  presenting  the  order  so  re¬ 
quests.  A  responsible  broker  or  dealer 
will  also  be  permitted  to  revise  his 
published  quotation  size  at  any  time 
prior  to  the  presentation  of  an  order 
or,  if  he  is  in  the  process  of  effecting  a 
transaction  in  that  reported  security 
at  the  time  an  order  is  presented,  im¬ 
mediately  after  completion  of  the 
transaction.”  In  that  event,  the  re¬ 
sponsible  broker  or  dealer  will  be 
obliged  to  execute  a  transaction  in  any 
amount  requested  by  the  broker  or 
dealer  presenting  the  order  up  to  the 
responsible  broker  or  dealer’s  revised 
quotation  size. 

B.  TECHNICAL  CHANCES 

In  addition  to  the  changes  discussed 
above,  the  Commission  has  made  sev¬ 
eral  drafting  and  technical  changes  in 
the  Rule: 

1.  The  1977  Proposal  provided  an  ex¬ 
ception  from  the  collection  and  dis¬ 
semination  requirements  imposed  on 
exchanges  and  associations  for  any  bid 
or  offer  which  was  executed  immedi¬ 
ately  after  communication  and  any  bid 
or  offer  communicated  by  a  responsi¬ 
ble  broker  or  dealer  (other  than  an  ex¬ 
change  specialist)  which  was  cancelled 
or  withdrawn  if  not  executed  immedi- 


"  A  responsible  broker  or  dealer  should  be 
deemed  to  be  in  the  process  of  effecting  a 
transaction  from  the  moment  an  order  is 
presented  to  him  for  execution  until  the 
completion  of  communication  of  all  infor¬ 
mation  necessary  to  complete  the  transac¬ 
tion. 

”  Rule  llAcl-l(cX3Xil). 

••  Rule  llAcl-l(cK3Ml). 
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ately  after  communication.”  Commen¬ 
tators  argued  that  the  1977  Proposal 
treated  exchange  market  makers  dif¬ 
ferently  from  third  market  makers  (by 
requiring  an  exchange  to  collect  an  ex¬ 
change  market  maker's  bid  or  offer 
which  was  cancelled  or  withdrawn  if 
not  executed  inunediately  after  com¬ 
munication)  and  urged  that  the  Com¬ 
mission  extend  this  exception  to  ex¬ 
change  market  makers.  Because  the 
bids  and  offers  of  any  market  maker 
may  be  characterized  as  cancelled  or 
withdrawn  if  not  accepted  immediate¬ 
ly  after  conununication,  the  Commis¬ 
sion  has  concluded  that,  to  avoid  possi¬ 
ble  circumvention  of  the  Rule  and  to 
provide  uniformity  of  treatment  be¬ 
tween  exchange  specialists  and  third 
market  makers,  the  part  of  the  excep¬ 
tion  which  would  have  permitted  an 
exchange  or  association  to  exclude 
from  collection  bids  or  offers  which 
were  cancelled  or  withdrawn  if  not  ex¬ 
ecuted  immediately  after  communica¬ 
tion  should  not  be  available  either  to 
third  market  makers  or  exchange  spe¬ 
cialists.”  This  determination  is  consis¬ 
tent  with  the  Commission’s  intent  in 
providing  this  exception  for  "ephemer¬ 
al"  Quotations  in  the  1977  Proposal: 
that  is.  that  the  Rule  as  adopted  re¬ 
flects  the  fact  that  certain  non-special¬ 
ist  participants  in  exchange  “crowds” 
make  bids  and  offers  which,  while  nar¬ 
rowing  the  exchange  quotation  for  an 
instant  in  time,  never  in  fact  become 
part  of  the  quoted  market  on  the  ex¬ 
change  because  they  are  withdrawn 
immediately  if  not  accepted. 

2.  The  Rule  has  been  revised  to  ex¬ 
plicitly  state  that  an  association  is  re¬ 
quired  to  make  available  to  vendors 
the  identity  of  each  responsible  broker 
or  dealer  whose  quotations  are  being 
made  available  by  that  association.” 
This  change  in  the  Rule  is  necessary 
to  assure  that  vendors  rectiv*  suffi¬ 
cient  information  to  enable  their  sub¬ 
scribers  to  respond  to  third  market 
quotations  in  appropriate  circum¬ 
stances. 

3.  Under  the  1977  Proposal,  the  Un¬ 
usual  Market  Exception  would  have 
provided  an  exception  to  the  firmness 
provisions  of  the  Rule  upon  notifica¬ 
tion  of  certain  "specified  persons.”  in¬ 
cluding  the  Commission.  In  order  to 
expedite  notification  procedures,  the 
Rule  has  been  revised  to  omit  notifica¬ 
tion  to  the  Commission  although 
notice  must  still  be  provided  to  each 
quotation  vendor,  the  processor  of  the 
consolidated  system  and,  in  the  case  of 
a  security  underlying  exchange  traded 
options,  the  processor  for  the  Options 
Price  Reporting  Authority.” 

4.  The  Rule  will  become  effective  on 
May  1,  1978.”  This  effective  date 
should  provide  sufficient  time  for  ex- 


”  1977  Proposal,  paraerraph  (bM3). 
”See  Rule  llACl-l(bK2). 
xRule  llAci-KbMlMli). 

"Rule  llAcl-KaMlS). 

-Rule  llAcl-Ke). 
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changes  and  associations  to  file  the 
necessary  rule  proposals  with  the 
Commission  and  to  modify  their  quo¬ 
tation  collectioiT  and  dissemination 
procedures  in  accordance  with  the 
Rule.  Furthermore,  it  will  provide  ad¬ 
ditional  time  to  vendors  to  modify 
their  information  systems  to  accom¬ 
modate  the  display  of  quotation  infor¬ 
mation  (including  sizes)  from  the  var¬ 
ious  market  centers. 

III.  Apditional  Issues 

The  Commission  has  also  considered 
a  number  of  other  issues  raised  by 
commentators. 

A.  MANDATORY  PARTICIPATION 

Both  the  1976  and  1977  Proposals 
contemplated  that  each  exchange 
would  be  required  to  collect  and  dis¬ 
seminate  quotations  in  every  reported 
security  listed  or  admitted  to  unlisted 
trading  privileges  on  the  exchange  and 
that  each  association  would  be  re¬ 
quired  to  collect  and  disseminate  quo¬ 
tations  in  every  reported  security  in 
which  one  of  its  members  was  acting 
as  a  third  market  maker.  In  turn,  each 
exchange  specialist”  and  third  market 
maker  would  have  been  required  to 
promptly  communicate  to  his  ex¬ 
change  or  association  quotations  rep¬ 
resenting  a  continuous  two-sid^ 
market.  In  response  to  both  Proposals, 
the  Commission  received  comments 
which  questioned  whether  the  Rule 
should  mandate  participation  by  each 
exchange  and  third  market  maker  (as 
opposed  to  permitting  such  participa¬ 
tion  on  a  voluntary  basis),  particularly 
in  an  environment  in  which  (i)  brokers 
could  not  automatically  execute 
against  published  bids  or  offers,  (ii) 
there  was  no  Commission  rule  requir¬ 
ing  brokers  to  route  orders  to  the 
market  displaying  the  best  published 
bid  or  offer,  and  (iii)  there  was  no  re¬ 
quirement  that  vendors  display  quota¬ 
tions  from  every  market  center. 

Some  commentators  argued  that 
competitive  forces  should  be  the  sole 
factor  motivating  brokers  or  dealers  to 
make  available  firm  quotations  to  ven¬ 
dors.  These  commentators  cited  the 
NASD’s  experience  with  NASDAQ, 
which  provides  for  voluntary  partici¬ 
pation  by  over-the-counter  market 
makers,  as  an  example  of  a  successful 
quotation  system  deriving  exclusively 
from  competitive  forces.  Other  com¬ 
mentators  asserted  that.  In  the  cur¬ 
rent  market  environment,  there  would 
be  no  economic  benefit  to  be  derived 
from  communication  of  quotations  in 
accordance  with  the  Rule  because 
orders  would  not  be  routed  on  the 
basis  of  displayed  quotations.  There¬ 
fore.  according  to  one  commentator. 


-Additionslly.  the  1977  Proposal  would 
have  required  an  exchange  under  certain 
circumstances  to  collect  bids  and  offers  of 
other  brokers  and  dealers  in  the  "crowd". 
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the  adoption  of  a  rule  which  required 
participation  by  all  third  market 
makers  would  be  “anti-competitive” 
because  it  would  impose  greater  bur¬ 
dens  on  smaller  market  centers  which 
cannot  spread  the  costs  of  providing 
quotations  over  a  large  order  flow  and 
cannot  charge  vendors  or  subscribers 
for  quotation  information  as  is  done 
by  certain  larger  self-regulatory  orga¬ 
nization.**  Thus,  it  was  argued,  par¬ 
ticularly  in  the  absence  of  increased 
order  flow  which  might  be  derived 
from  communication  of  quotations,  a 
mandatory  rule  would  act  as  a  “barrier 
to  new  market  makers”  and  would  be  a 
disincentive  to  existing  third  market 
makers.  Finally,  it  was  suggested  that, 
if  the  Commission  adopted  a  rule  man¬ 
dating  the  dissemination  of  quota¬ 
tions,  the  information  made  available 
pursuant  to  the  Rule  would  not  be  as 
accurate  (and  hence  as  useful)  as  the 
information  which  would  be  dissemi¬ 
nated  pursuant  to  a  voluntary  rule. 

The  NMAB  supported  the  view  that 
the  Rule  should  not  require  participa¬ 
tion  by  all  market  centers: 

Contrary  to  the  requirement  contained  in 
proposed  Rule  llAcl-1,  the  Board  is  of  the 
view  that  requiring  market  makers  to  in¬ 
clude  their  quotations  in  the  [composite 
quotation  system]  might  impose  equipment 
and  personnel  costs  that  would  discourage 
many  broker-dealers  from  making  markets. 
The  Board  believes  it  likely  that  broker- 
dealers  which  make  markets  in  a  significant 
number  of  seciuitles  would  enter  quotations 
into  the  system  for  at  least  some  of  the  se¬ 
curities  in  which  they  make  markets,  and 
that  the  degree  to  which  market  makers  en¬ 
tered  quotations  into  the  system  would 
depend  on  the  degree  to  which  the  system 
was  used  in  directing  order  flow.  If  the 
system  did  not  influence  the  direction  of 
order  flow,  it  would  seem  unfair  to  require 
market  makers  to  make  expenditures  that 
were  unlikely  to  have  any  business  pur¬ 
pose.  •» 

In  reaching  its  decision  to  adopt 
Rule  llAcl-1  in  a  form  requiring  dis¬ 
semination  of  quotations  for  reported 
securities  from  all  market  centers,  the 
Commission  has  carefully  reviewed 
both  the  views  of  commentators  who 
favor  modification  of  the  Rule  to 
permit  voluntary  dissemination  of 
quotations  and  the  legislative  history 
of  Section  llA  of  the  Act  (particulari- 
ly  with  respect  to,  among  other  things. 
Congressional  expectations  concerning 
a  (x>mposite  quotation  system).** 


**For  example,  both  the  NYSE  and  Ameri¬ 
can  Stock  Exchange  currently  impose  direct 
charges  on  vendor  subscribers  for  receipt  of 
quotation  information  from  their  ex¬ 
changes. 

"NMAB  Report,  supra  note  29,  at  17. 

"Section  llA(a)  of  the  Act  [IS  n.S.C.  78k- 
l(a)l  derives  from  S.  249,  the  Senate  version 
of  the  bill  which  was  ultimately  enacted  as 
the  Securities  Acts  Amendments  of  1975 
(the  “1975  Amendments”).  See  Comm,  of 
Conference,  Report  to.  Accompany  S.  249, 
H.R.  Rep.  No.  94-229,  Mth  Cong.,  1st  Sess. 
92  (1975).  The  Senate  report  accompanying 


RULES  AND  REGULATIONS 

The  Commission  recognizes  the  le¬ 
gitimate  concerns  of  some  commenta¬ 
tors  concerning  the  costs  of  compli¬ 
ance  with  Rule  llAcl-1  and  the  possi¬ 
bility  that  a  composite  quotation 
system  may  not  exert  a  controlling 
influence  on  brokers’  order  routing  de¬ 
cisions  under  current  circumstances. 
Although  the  Conunission  cannot  pre¬ 
dict  with  certainty  the  effect  quota¬ 
tion  information  disseminated  pursu¬ 
ant  to  the  Rule  will  have  on  brokers’ 
decisions  as  to  which  of  the  several 
markets  should  be  selected  for  execu¬ 
tion  of  their  customers’  orders,  the 


S.  249  indicates  that  the  bill  consolidates 
five  prior  bills  (including  S.  2519,  a  bill  con¬ 
taining  provisions  relating  to  the  develop¬ 
ment  of  a  national  market  system  which 
was  approved  by  the  Senate  in  the  93rd 
Congress)  and  that  the  genesis  of  the  legis¬ 
lation  was  the  Securities  Industry  Study 
Report  of  the  Subcommittee  on  Securities 
of  the  Senate  Committee  on  Banking.  Hous¬ 
ing  and  Urban  Affairs.  Subcomm.  on  Securi¬ 
ties  of  the  Senate  Comm,  on  Banking,  Hous¬ 
ing  and  Urban  Affairs.  Report  to  Accompa¬ 
ny  S.  249,  S.  Rep.  No.  94-75,  94th  Cong.,  1st 
Sess.  1  (1975)  (the  "Senate  Report”).  See 
Subcomm.  on  Securities  of  the  Senate 
Comm,  on  Banking,  Housing  and  Urban  Af¬ 
fairs,  Securities  Industry  Study.  S.  Doc.  No. 
93-13,  93d  Cong.,  1st  Sess.  (1973)  (the 
“Senate  Securities  Industry  Study”).  The 
Senate  report  accompanying  S.  2519  and  the 
Senate  Securities  Industry  Study  indicate  a 
clear  Congressional  imderstanding  that  the 
Commission  would  use  its  powers  to  estab¬ 
lish  a  comprehensive  composite  quotation 
system,  including  quotations  from  all 
market  centers.  The  report  accompanying  S. 
2519  indicates  that  one  of  the  communica¬ 
tions  facilities  which  was  not  then  in  exis¬ 
tence  and  which  the  bill  was  designed  to 
give  the  Commission  authority  to  mandate 
was  a  “system  through  which  aU  current 
quotes  for  listed  securities  can  be  seen  on 
any  single  unit  on  a  comparable  basis.” 
Senate  Comm,  on  Banking,  Housing  and 
Urban  Affairs,  Report  to  Accompany  S. 
2519,  S.  Rep.  No.  93-865,  93d  Cong.,  2d  Sess., 
5-6  (1974)  (emphasis  added).  The  Senate  Se¬ 
curities  Industry  Study  also  indicates  that 
there  was  “no  system  through  which  all 
current  quotes  can  be  seen  on  a  comparable 
basis.  •  •  •”  Senate  Securities  Industry 
Study  at  97  (emphasis  added). 

In  addition,  the  Senate  Subcommittee  was 
aware  and  noted  in  the  Senate  Securities  In¬ 
dustry  Study  that  the  Commission  had  re¬ 
cently  proposed  Rule  17a-14  under  the  Act 
which  would  have  required  all  exchanges 
and  the  NASD  to  make  avaUable  quotations 
to  vendors  on  a  current  and  continuing 
basis.  Id.  at  101;  see  note  2  supra.  In  addi¬ 
tion  to  its  recognition  of  proposed  Rule  17a- 
14.  the  Senate  also  cited  in  its  Securities  In¬ 
dustry  Study  the  Commission’s  Policy 
Statement  on  the  Structure  of  a  Central 
Market  System,  Securities  Exchange  Act 
Release  No.  10076  (March  29.  1973)  (the 
“Policy  Statement”).  In  the  Policy  State¬ 
ment  and  earlier  in  the  Future  Structure 
Statement,  the  Commission  specifically  de¬ 
scribed  the  emerging  “central  market 
system”  as  envisioning  the  “disclosure  of 
quotations  from  all  markets.”  Future  Stuc- 
ture  Statement,  supra  note  1,  at  8-9,  37  FR 
5286,  5287  (emphasis  added).  See  Policy 
Statement  at  11. 15,  26,  and  48. 


Commission’s  expectations  are  that 
implementation  of  Rule  llAcl-l,  and 
the  resultant  general  availability  of 
relatively  “firm”  quotations  and  quo¬ 
tation  sizes  for  reported  securities,  will 
have  a  favorable  .impact  on  brokers’ 
order  routing  decisions  and  upon  the 
changing  nature  of  brokers’  agency  ob¬ 
ligations  to  their  customers.  These  ex¬ 
pectations,  however,  do  not  constitute 
the  sole  basis  for  the  Commission’s  de¬ 
cision  to  adopt  Rule  llAcl-1  in  a  form 
requiring  participation  by  all  market 
centers.  Rather,  the  Commission  con¬ 
siders  the  adoption  of  Rule  llAcl-1  in 
this  form  as  an  appropriate  step  in  fa¬ 
cilitating  the  integration  of  all  mar¬ 
kets  into  a  national  market  system,  in¬ 
cluding  assuring  “the  availability  to 
brokers,  dealers  and  investors  of  infor¬ 
mation  with  respect  to  quotations  for 
•  •  •  securities”  and  “the  practicabil¬ 
ity  of  brokers  executing  Investors’ 
orders  in  the  best  market.”  *• 

Thus,  the  Commission  is  convinced 
that  the  availability  of  “firm”  quota¬ 
tions  for  reported  securities,  with  size, 
from  all  market  centers,  is  of  consider¬ 
able  value  to  the  markets  generally 
and  to  participants  in  those  markets, 
especially  in  the  context  of  an  evolv¬ 
ing  national  market  system.**  More¬ 
over,  quite  apart  from  the  general  im¬ 
portance  of  quotation  information  to 
be  disseminated  pursuant  to  the  Rule, 
the  Commission  believes  that  the 
adoption  of  the  Rule  in  a  form  requir¬ 
ing  participation  by  all  market  centers 
should  spur  brokers  to  make  greater 


"See  Section  llA(a)(lKCKiii)  and  (iv)  of 
the  Act  [15  UB.C.  78k-l(aKlKCKUi)  and 
(iv)l.  The  language  and  legislative  history  of 
the  1975  Amendments  indicate  a  clear  Con¬ 
gressional  determination  that  a  comprehen¬ 
sive  composite  quotation  system  is  an  essen¬ 
tial  element  of  the  emerging  national 
market  system  and  that  Congress  contem¬ 
plated  an  active  Commission  roie  in  its  de¬ 
velopment.  For  example,  the  Senate  Sub¬ 
committee  on  Securities  stated  in  the 
Senate  Report  as  follows:  “In  the  securities 
markets,  as  in  most  other  active  markets,  it 
Is  critical  for  those  who  trade  to  have  access 
to  accurate,  up-to-the-second  Information  as 
to  the  prices  at  which  transactions  in  par¬ 
ticular  seciuities  are  taking  place  (i.e.,  last 
sale  reports)  and  the  prices  at  which  other 
traders  have  expressed  their  willingness  to 
buy  and  sell  (i.e..  quotations).  For  this 
reason,  communications  systems  designed  to 
provide  automated  dissemination  of  last  sale 
and  quotation  information  will  form  the 
heart  of  the  national  market  system.” 
Senate  Report,  supra  note  44,  at  9.  See  Sub¬ 
comm.  on  Commerce  and  Finance  of  the 
House  Comm,  on  Interstate  and  Foreign 
Commerce,  Securities  Industry  Study.  H.R. 
Rep.  No.  92-1519,  92nd  Cong.,  2d  Sess.  123- 
25  (1972);  Senate  Securities  Industry  Study, 
supra  note  44,  at  101-104. 

"Similarly,  in  adopting  Rule  17a-15  under 
the  Act,  the  Commission  was  convinced  of 
the  value  of  providing  comprehensive  last 
sale  information  from  all  market  centers. 
’The  Commission  believes  that  quotation  in¬ 
formation  will  prove  to  be  of  at  least  equal 
value. 
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efforts  to  achieve  best  execution  of 
their  '  customers’  orders  and  should 
foster  increased  competition  in  market 
making.  Finally,  the  Commission  Is 
concerned  that  the  failure  to  ensure 
the  availability  of  quotation  informa¬ 
tion  from  all  market  centers  could 
Jeopardize  efforts  to  perfect  the  func¬ 
tioning  of  a  composite  quotation 
system.  Sueh  a  failure  also  could  dis¬ 
tort  the  Commission’s  and  the  securi¬ 
ties  industry’s  perception  of  that  sys¬ 
tem’s  impact  on  the  behavior  of 
market  professionals  and  of  the  pre¬ 
cise  nature  of  those  additional  steps 
which  must  be  taken,  building  upon 
experience  with  use  of  a  composite 
quotation  system,  to  perfect  the  mech¬ 
anism  of  a  national  market  system. 

Although  the  Commission  is  aware 
that  the  cost  burdens  associated  with 
compliance  with  the  Rule  (particular¬ 
ly  the  expenses  associated  with  provid¬ 
ing  quotation  information  on  a  con¬ 
tinuous  basis)  may  be  greater  for  some 
persons  subject  to  the  Rule  than  for 
others,  these  differences  are,  in  large 
part,  a  direct  function  of  the  differing 
ways  in  which  persons  subject  to  the 
Rule  have  elected  to  conduct  their 
businesses.  In  any  event,  the  Commis¬ 
sion  has  determined  that  those  costs 
must  be  borne  in  order  to  advance  the 
important  purposes  of  the  Act  to  be 
served  by  collecting  and  disseminating 
"firm”  quotation  information  from  all 
market  centers. 

The  Commission  believes  that,  until 
there  has  been  some  experience  with  a 
comprehensive  composite  quotation 
system,  it  is  not  possible  to  determine 
the  precise  impact  which  that  system 
will  have  on  order  flow  or  upon  the 
competitive  opportunities  and  burdens 
which  will  be  encountered  by  various 
market  centers.  The  Commission  is 
satisfied  that  the  important  purposes 
of  the  Act  will  be  served  by  collecting 
and  disseminating  "firm”  quotation  in¬ 
formation  from  all  market  centers 
and.  accordingly,  it  is  reluctant  to  sac¬ 
rifice  that  opportunity  because  of  a 
concern  that  some  market  centers 
might  suffer  a  cost  or  competitive  dis¬ 
advantage.  The  Commission  recog¬ 
nizes,  however,  that  this  concern  is  a 
real  one  and  that  some  markets  and 
market  makers,  particularly  third 
market  makers,  may  be  subjected  to 
cost  burdens  which  are  substantially 
disproportionate  to  the  competitive 
benefits  which  they  will  obtain.  There¬ 
fore.  upon  an  appropriate  showing, 
the  Commission  will  be  prepared  to 
consider  granting  an  exemption  from 
the  provisions  of  the  Rale  requiring 
the  dissemination  of  quotation  Infor¬ 
mation  so  as  to  relieve  unjustified  bur¬ 
dens  in  a  manner  consistent  with  the 
purposes  of  the  Act." 

The  Commission  is  aware  that  some 
persons  required  to  provide  quotations 


"Rule  llAcl-l(d).  See  discussion  infra. 
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for  dissemination  pursuant  to  the 
Rule  may  be  tempted  to  avoid  the 
Rule’s  requirements  by  disseminating 
bid  and  asked  prices  which  are  a  mini¬ 
mal  increment  "away”  from,  for  exam¬ 
ple.  the  best  published  bid  or  offer,  or 
from  the  published  bid  or  published 
offer  of  the  “primary”  nuu'ket,  while 
quoting  a  more  competitive  market 
orally  in  response  to  inquiry.  In  this 
regard.  It  should  be  understood  that 
the  definitions  of  the  terms  "bid”  and 
"effer”  in  the  Rule  require  that  the 
actual  bid  and  asked  prices  at  which  a 
responsible  broker  or  dealer  is  willing 
to  effect  transactions  in  reported  secu¬ 
rities  from  time  to  time  be  communi¬ 
cated  to  its  exchange  or  association. 
The  Conunission  believes  that  if  a 
market  maker  continuously  communi¬ 
cates  quotations  which  do  not  reflect 
its  actual  market,  that  activity  would 
constitute  a  violation  of  Rule  llAcl-1 
and  the  issuance  of  fictitious  quota¬ 
tions  within  the  meaning  of  Section 
15(c)(2)  of  the  Act. 

B.  BEST  EXECUTION 

A  number  of  commentators  stated 
that,  in  their  opinion,  the  adoption  of 
Rule  llAcl-1  would  not  significantly 
change  brokers’  order  routing  deci¬ 
sions  unless  the  Commission  also 
adopted  a  "best  execution”  rule.  One 
commentator  felt  that  such  a  rule 
should  be  general  in  nature,  merely 
clarifying  a  broker’s  responsibilities  as 
they  exist  today,  and  would  exist  after 
the  adoption  of  Rule  llAcl-l,  while 
others  appeared  to  be  advocating  a 
more  specific  rule  which  would  require 
brokers  to  route  orders  to  the  market 
center  displaying  the  best  quotation. 

The  Commission  does  not  believe  it 
is  appropriate,  at  this  time,  to  promul¬ 
gate  a  “best  execution”  rule.  It  has 
reached  this  conclusion  because  it  does 
not  believe  it  is  reasonable,  given  the 
present  structure  of  the  securities 
markets,  and  presently  available  trad¬ 
ing  mechanisms,  to  require  brokers 
under  all  circumstances  to  route  their 
customers’  orders  to  the  market  dis¬ 
playing  the  best  quotation.  However, 
since  the  Commission  believes  that 
adoption  of  Rule  llAcl-1  will  signifi¬ 
cantly  improve  the  quality  of  quota¬ 
tion  information  available  from  all 
mai'kets  and  market  makers,  the  Com¬ 
mission  expects  brokers  to  give  careful 
consideration  to  that  information  in 
making  their  order  routing  decisions. 
Because  the  Commission  believes  that 
a  broker’s  existing  fiduciary  duty  to 
his  customer  requires  that  he  take 
cognizance  of  quotation  information 
available  through  a  composite  quota¬ 
tion  system  in  seeking  best  execution 
of  his  customer’s  order,  it  is  not  clear 
it  at  this  time  that  a  more  definitive 
Commission  rule  prescribing  best  ex¬ 
ecution  standards  is  necessary  to 
ensure  adherence  to  appropriate  prin¬ 
ciples  of  agency  conduct  by  brokers. 
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C.  VENDOR  REQUIREMENTS 

Several  commentators  suggested 
that  the  Commission  impose  Specific 
obligations  on  quotation  vendors  to 
display  quotations  from  all  market 
centers.  'The  Commission  agrees  with 
these  commentators  that  the  general 
availability  of  quotation  information 
from  all  markets  and  market  makers 
by  such  vendors  is  a  necessary  prereq¬ 
uisite  to  the  use  of  that  information 
and  is  essential  to  the  successful  oper¬ 
ation  of  the  Rule.  However,  the  Com¬ 
mission  believes  that  adequate  dis¬ 
semination  of  quotation  information 
will  be  achieved  without  specific 
vendor  requirements  formulated  by 
the  Commission.  For  example,  it  ap¬ 
pears  that  prior  to  the  effective  date 
of  the  Rule  at  least  one  securities  in¬ 
formation  system  will  be  providing  a 
montage  of  quotations  (including 
sizes)  from  all  market  centers  in  all 
multiple-traded  reported  securities. 
Additionally,  the  Commission  believes 
that  competitive  pressures  will  assure 
that  each  of  the  other  vendors  will 
eventually  implement  similar  services 
or,  at  least,  a  best  bid  and  asked  dis¬ 
play.  The  Commission  will  continue  to 
monitor  vendor  progress  in  providing 
quotation  information  in  a  compre¬ 
hensive  and  non-discriminatory 
manner  and  will  reconsider  its  decision 
not  to  impose  specific  obligations  on 
vendors  if  competitive  pressures  do 
not  assure  adequate  dissemination  and 
display  of  this  information." 

D.  MULTIPLE  MARKET  MAKERS 

Although  most  commentators  ex¬ 
pressed  agreement  with  the  firmness 
provisions  of  the  Rule,  two  commenta¬ 
tors  suggested  that  this  aspect  of  the 
Rule  had  certain  anticompetitive  ef¬ 
fects.  These  commentators  argued 
that  the  competing  market  maker 
system,  as  employed  on  the  Chicago 
Board  Options  Exchange.  Inc.  and  the 
options  trading  floors  of  the  Midwest 
Stock  Exchange.  Inc.  and  PSE,  may  be 
a  prototype  of  the  enhanced  competi¬ 
tive  environment  envisioned  by  Con¬ 
gress  in  the  passage  of  the  1975 


"In  this  regard,  the  Commission  notes 
that  it  expects  that  quotations  will  be  dis¬ 
played  on  a  non-discriminatory  basis  (i.e., 
from  all  market  centers)  and  that  access  to 
composite  quotatioits  will  be  provided  in  a 
manner  which  will  allow  recall  of  these  quo¬ 
tations  as  readily  as  quotations  from  a 
single  market.  For  example,  if  the  consoli¬ 
dated  system  stock  symbol  and  a  single  re¬ 
quest  key  are  utilized  to  obtain  quotations 
from  a  particular  market  center,  consolidat¬ 
ed  quotations  must  be  available  by  use  of 
the  consolidated  symbol  and  a  single  re¬ 
quest  key.  In  addition  to  the  display  of  quo¬ 
tations  and  quotation  sizes  based  upon  in¬ 
formation  from  all  market  centers,  the 
Commission  expects  that  vendors  will  also 
indicate  to  users  when  these  quotations  are 
not  firm  due  to  the  Unusual  Market  Excep¬ 
tion. 
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Amendments"  and  that  a  firm  quota¬ 
tion  rule  would  be  imw’orkable  in  such 
an  environment.  Therefore,  they 
argued  that  the  adoption  of  Rule 
llAcl-1  would  become  an  obstacle  to 
other  exchanges  adopting  such  a  com¬ 
petitive  market  maker  system,  and,  in 
any  event,  that  the  Commission  would 
have  to  exempt  exchanges  using  this 
system  from  the  operation  of  the 
Rule. 

The  Commission  recognizes  that 
compliance  with  Rule  llAcl-1  may  be 
more  difficult  in  a  multiple  market 
maker  exchange  environment;  howev¬ 
er,  no  exchange  currently  utilizes  such 
a  system  generally  for  trading  in  re¬ 
ported  securities.  Accordingly,  it  is  not 
necessary  at  this  time  to  consider 
modifying  Rule  llAcl-1  or  altering  its 
basic  approach  to  collection  of  quota¬ 
tion  information  to  take  into  account 
multiple  market  making  in  reported 
securities.  However,  the  Commission 
wishes  to  clearly  state  its  intent  that 
the  adoption  of  Rule  llAcl-1  should 
not  discourage  competition  among 
market  makers  and  its  commitment  to 
give  further  consideration  to  the  kinds 
of  theoretical  problems  mentioned 
above  should  circumstances  require 
further  action  to  accommodate  a  large 
number  of  market  makers  on  a  single 
exchange  floor. 

E.  SUITABILITY 

Several  commentators  responded  to 
an  express  request  for  comment  made 
in  a  footnote  to  the  1977  Release  re¬ 
garding  the  applicability  of  standards 
of  suitability  and  diligence."  The  Com¬ 
mission  confirmed  in  the  footnote  that 
the  firmness  provisions  of  the  Rule 
(which  would  require  a  responsible 
broker  or  dealer  to  deal  directly  with 
any  person  belonging  to  a  category  of 
persons  with  which  such  broker  or 
dealer  customarily  deals)  were  not  in¬ 
tended  to  supersede  or  contravene 
rules  governing  suitability  and  dili¬ 
gence  as  to  customer  accounts.**  One 
commentator  felt  that  this  qualifica¬ 
tion  of  the  firmness  requirement 
would  be  more  appropriately  con¬ 
tained  in  the  Rule,  not  in  a  footnote  in 
a  release.  Another  commentator  ques¬ 
tioned  the  applicability  of  suitability 
and  customer  ^iigence  rules  to  several 
hypothetical  situations  and  also  ex¬ 
pressed  its  view  that  the  Rule  should 
not  require  a  responsible  broker  or 
dealer  to  transact  business  with  an¬ 
other  broker  or  dealer  regardless  of 
such  responsible  broker  or  dealer’s 


"Both  commentators  noted,  however, 
that  Rule  llAcl-1  as  proposed  would  not  be 
applicable  to  options  trading.  Rule  llAcl-1 
as  adopted  is  not  applicable  to  quotations  in 
exchange-traded  options. 

“1977  Release,  supra  note  13.  at  14  n.  16, 
42  FR  32418,  32419. 

•‘See,  e.g..  Article  III,  Sec.  2  of  the  Rules 
of  Pair  Practice  of  the  NASD  and  Rule  405 
of  the  NYSE. 


Judgment  as  to  the  financial  integrity 
of  the  other  broker  or  dealer  and  his 
ability  to  deal  in  the  size  of  the  trans¬ 
action  in  question. 

The  Commission  continues  to  be¬ 
lieve  that  the  asserted  concern  that 
Rule  llAcl-1  will  force  responsible 
brokers  and  dealers  to  transact  busi¬ 
ness  with  financially  unsound  brokers 
or  dealers  has  not  been  demonstrated 
to  be  a  sufficient  reason  to  amend  the 
Rule.  If  such  loss  occurs,  it  would  gen¬ 
erally  be  limited  to  a  risk  of  market 
loss  for  a  short  period  of  time.  The  in¬ 
frequency  and  limited  nature  of  such 
losses  does  not  warrant  the  inclusion 
of  a  general  exception  to  the  firmness 
requirement  of  the  Rule. 

With  respect  to  other  persons  who 
belong  to  a  category  of  persons  with 
whom  a  responsible  broker  or  dealer 
customarily  deals  (and,  therefore,  who 
are  entitled  to  require  a  responsible 
broker  or  dealer  to  effect  a  transaction 
at  his  published  bid  or  published 
offer),  the  Commission  notes  that  the 
phrase  “customarily  deals”  connotes, 
among  other  things,  that  a  responsible 
broker  or  dealer  should  not  engage  in 
a  transaction  with  a  customer  when 
the  broker’s  fiduciary  responsibility, 
including  principles  of  suitability  and 
other  obligations  imposed  on  such  bro¬ 
kers  by  law,  would  otherwise  prohibit 
such  a  transaction. 

F.  ERRORS 

One  commentator  noted  that  the 
1977  Proposal  would  relieve  a  responsi¬ 
ble  broker  or  dealer  from  his  firmness 
obligations  if  his  published  bid  or 
offer  as  displayed  by  vendors  was  not 
the  same  as  the  bid  or  offer  communi¬ 
cated  by  the  responsible  broker  or 
dealer  to  his  exchange  or  association 
due  to  some  error  in  collection,  trans¬ 
mission  or  display.  This  commentator 
stated  that  a  responsible  broker  or 
dealer  should  also  be  relieved  of  firm¬ 
ness  obligations  when  he  has  commu¬ 
nicated  an  erroneous  quotation  to  his 
exchange  or  association. 

The  Commission  believes  that  re¬ 
sponsible  brokers  and  dealers  should 
be  held  accountable  for  their  own 
errors  in  order  (i)  to  create  incentive 
on  the  part  of  responsible  brokers  and 
dealers  to  accurately  communicate 
their  quotations  and  (ii)  to  avoid 
“backing  away”  by  responsible  brokers 
and  dealers  under  the  guise  of  errone¬ 
ous  quotations.  Accordingly,  the  Rule 
has  not  been  altered  to  provide  a  firm¬ 
ness  exception  for  responsible  brokers 
or  dealers  communicating  erroneous 
quotations. 

G.  FEES 

The  Commission  has  again  •»  re¬ 
ceived  comments  concerning  the  rights 


“The  Commission  received  similar  com¬ 
ments  in  response  to  the  1976  Proposal  and 
deleted  a  paragraph  in  that  Proposal  which 
would  have  permitted  the  imposition  of  fair 


of  exchanges  and  associations  to 
charge  vendors  directly  for  receipt  of 
quotation  information  and  to  impose 
certain  contractual  obligations  on  ven¬ 
dors.  Rule  llAcl-1  is  not  intended  to 
define  or  recognize  the  right  of  an  ex¬ 
change  or  association  to  charge  ven¬ 
dors  for  the  receipt  of  quotation  infor¬ 
mation;  the  Commission  has  not  to 
date  addressed  that  issue.  The  Com¬ 
mission  notes  that,  under  Section 
llA(c)(l)(C)  of  the  Act  (15  U.S.C.  78k- 
1(c)(1)(C)).  it  continues  to  have  au¬ 
thority  to  adopt  rules  and  regulations 
designed  to  assure  that  all  securities 
information  processors  may  obtain 
quotation  information  from  any  ex¬ 
change  or  association  (or  any  execu¬ 
tive  processor)  on  fair  and  reasonable 
terms.  The  Commission  expects  that 
the  vendors  and  self-regrulatory  orga¬ 
nizations  will  resolve  these  matters 
satisfactorily  without  Commission  in¬ 
tervention  prior  to  the  effective  date 
of  the  Rule.  However,  the  Commission 
will  monitor  the  progress  of  these  dis¬ 
cussions  to  assure  that  compliance 
with  the  Rule  and  the  other  provisions 
of  the  Act  are  achieved  and  will  take 
appropriate  action  if  necessary. 

H.  UNUSUAL  MARKET  EXCEPTION 

Only  one  commentator  addressed 
the  operation  of  the  Unusual  Market 
Exception  and  suggested  that  this  ex¬ 
ception  commence  upon  a  determina¬ 
tion  that  unusual  conditions  exist,  not 
at  the  time  specified  persons  are  noti¬ 
fied.  In  addition,  this  commentator 
felt  the  Rule’s  requirement  that  such 
determination  be  made  pursuant  to 
rules  approved  by  the  Commission 
would  not  allow  exchange  officials  suf¬ 
ficient  discretion  in  utilizing  the  ex¬ 
ception.  Although  the  circumstances 
which  justify  the  determination  that 
unusual  conditions  exist  would  appear 
to  impose  burdens  on  responsible  bro¬ 
kers  and  dealers  from  the  moment 
these  circumstances  arise  and,  there¬ 
fore,  responsible  brokers  and  dealers 
would  be  required  to  satisfy  orders 
based  upon  quotations  which  may  not 
be  accurate  or  up  to  date  from  that 
time  until  completion  of  the  notifica¬ 
tion  procedure,  the  Commission  be¬ 
lieves  that  such  a  limited  burden  is 
necessary  to  assure  prompt  notifica¬ 
tion  to  the  specified  persons.  The 
Commission  has  also  revised  the  Rule 
to  omit  notification  to  the  Commis¬ 
sion,  thereby  expediting  the  notifica¬ 
tion  process.  ••  Moreover,  during  the 
period  prior  to  notification  it  is  unlike¬ 
ly  that  responsible  brokers  or  dealers 
will  be  required  to  satisfy  orders  on 
the  basis  of  their  published  bids  or 
offers  because  the  exception  for  re- 
vised  quotations  should  assure  that  a 
and  reasonable  fees  for  use  of  quotation  in¬ 
formation.  1976  Proposal,  paragraph  (b)(3). 
See  1977  Release,  supra  note  13,  at  21.  42 
FR  32418,  32420. 

“See  Rule  llAcl-l(a)(15)  and  discussion 
supra. 
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responsible  broker  or  dealer  is  not 
obliged  to  effect  a  transaction  at  a 
price  which  does  not  reflect  the  cur¬ 
rent  market.  In  addition,  if  the  Unusu¬ 
al  Market  Exception  were  to  become 
operative  prior  to  notification  to  ven¬ 
dors,  displayed  quotations  would  be 
misleading  during  such  interim 
period.** 

The  Commission  believes  it  is  neces¬ 
sary  that  exchange  procedures  utilized 
in  making  a  determination  that  unusu¬ 
al  market  conditions  exist  be  filed 
with  the  Conunission  under  Section 
19(b)  of  the  Act  to  assure  some  uni¬ 
formity  between  the  various  ex¬ 
changes  and  to  assure  that  the  factors 
to  be  considered  in  reaching  these  de¬ 
terminations  are  consistent  with  the 
Conunission’s  intent  in  providing  the 
exception. 

I.  cost/benefit  analysis 

In  response  to  the  1976  Proposal, 
the  Council  on  Wage  and  Price  Stabil¬ 
ity  (the  “Council”)  submitted  a 
lengthy  comment  questioning  the 
cost/benefit  of  a  rule  such  as  Rule 
llAcl-1  and  urging  the  Commission 
not  to  adopt  such  a  rule  in  the  absence 
of  an  analysis  demonstrating  that  the 
benefits  of  the  proposal  would 
outweigh  the  costs  associated  with  its 
implementation."  In  the  1977  Release, 
the  Commission  stated  its  conclusion 
that  the  projected  benefits  of  the 
Rule,  although  difficult  to  quantify, 
outweighed  the  anticipated  costs  to 
exchanges,  associations  and  market 
professionals."  In  addition,  the  Com¬ 
mission  noted  that  affirmative  Com¬ 
mission  action  in  implementing  a  com¬ 
posite  quotation  system  was  justified 
by  the  overriding  public  interest  in  the 
widespread  dissemination  of  quotation 
information  and  by  the  provisions  of 
the  Act  directing  the  Commission  to 
take  action  to  facilitate  the  develop¬ 
ment  of  a  national  market  system.” 

In  response  to  the'  1977  Proposal, 
the  Council  has  requested  the  Com¬ 
mission  to  consider  its  comments  sub¬ 
mitted  in  response  to  the  1976  Propos¬ 
al  as  applicable  to  the  1977  Proposal. 
The  Commission  has  again  considered 
the  comments  of  the  Council  and  con¬ 
tinues  to  believe  that  the  benefits  pro¬ 
vided  by  the  Rule,  particularly  its  role 
in  facilitating  the  establishment  of  a 
national  market  system,  outweigh  the 
costs  associated  with  implementation 
of  the  Rule.  As  an  integral  step  in  ac- 


"See  note  49  supra,  in  which  the  Commis¬ 
sion  has  indicated  that  it  expects  that  infor¬ 
mation  furnished  by  quotation  vendors  will 
indicate  when  this  exception  is  in  effect. 

"1977  Release,  supra  note  13,  at  27,  42  FR 
32418,  32421. 

"Id.  at  27-30,  42  FR  32418,  32421-22. 

"Comments  of  the  Council  on  Wage  and 
Price  Stability  on  Eligible  Securities,  Dis¬ 
semination  of  Quotations,  October  6,  1976, 
in  File  No.  S7-648. 


complishing  the  statutory  goal  of  the 
“linking  of  all  markets  •  •  •  [tol  foster 
efficiency,  enhance  competition,  •  •  • 
and  contribute  to  best  execution”"  of 
customers’  orders,  the  Rule  is  justified 
even  in  the  absence  of  inherently  spec¬ 
ulative  efforts  to  quantify  the  cost  and 
value  of  certain  improvements  in  the 
quality  of  information  which  will 
result. 

J.  MISCELLANEOUS  TECHNICAL  COMMENTS 

1.  One  commentator  felt  that  the 
Rule  should  contain  further  standards 
refining  the  definition  of  “third 
market  maker.”  The  definition  in  the 
1977  Proposal  would  have  applied  to 
any  person  who  held  himself -out  as 
willing  to*  deal  on  a  regular  and  con¬ 
tinuous  basis  in  amounts  of  less  than 
block  size.  This  commentator  request¬ 
ed  that  the  Commission  provide  stan¬ 
dards  for  identifying  those  persons 
who  are  willing  to  deal  on  a  regular 
and  contiriuous  basis  and  for  deter¬ 
mining  “block  size.”  The  definition  of 
third  market  maker  contained  in  the 
Rule  is  similar  to  the  definition  of 
“market  maker”  contained  in  Section 
3(a)(38)  of  the  Act  (15  U.S.C. 
78c(a)(38)),  and  should  be  sufficiently 
clear  to  identify  persons  acting  in  that 
capacity.  Since  the  amount  of  securi¬ 
ties  which  constitutes  a  “block”  will 
vary  from  issue  to  issue,  depending  in 
part  upon  the  trading  characteristics 
of  the  issue  (e.g.,  price,  volume  and  li¬ 
quidity),  a  specific  definition  of  that 
term  would  appear  to  be  unduly  rigid. 

2.  One  commentator  requested  that 
the  Commission  further  define  the 
standards  under  which  it  would  grant 
exemptions  from  the  Rule.  The  ex- 
emptive  provisions  of  the  Rule  are  de¬ 
signed  to  exempt  market  centers 
which  do  not  account  for  any  signifi¬ 
cant  trading  in  a  reported  securities  or 
which  would  suffer  economic  burdens 
which  are  not  justified  by  the  pur¬ 
poses  of  the  Act,"  and  to  deal  with 
other  market  structure  develop¬ 
ments."  The  Commission  believes  that 
a  broad  exemptive  provision  is  neces¬ 
sary  to  provide  flexibility  in  those  in¬ 
stances  when  application  of  the  Rule 
would  be  inappropriate. 

3.  Another  commentator  has  made  a 
number  of  technical  suggestions,  most 
of  which  the  Commission  feels  are 
beyond  the  intended  scope  of  the 
Rule.  In  essence,  this  commentator 
suggested  that  the  Commission  man- 


"Section  llA(a)(l)(D)  of  the  Act  [15 
U.S.C.  78k-l(a)(l)(D)]. 

"See  note  47  supra. 

"For  example,  it  may  be  necessary  to  use 
the  exemptive  provisions  of  the  Rule  to  ac¬ 
commodate  the  Regional  Market  System 
employed  on  a  pilot  basis  by  the  Boston, 
Cinciimati,  Midwest  and  Pacific  Stock  Ex¬ 
changes  in  the  event  this  system  eventually 
reflects  all  buying  and  selling  interest  in 
those  securities  traded  in  the  system  at  all 
participating  exchanges. 


date  the  specifications  of  communica¬ 
tion  linkages  between  self-regulatory 
organizations  and  vendors  and  that 
the  Commission  require  exchanges 
and  associations  to  name  an  exclusive 
processor  of  quotations  and  make 
available  quotations  in  a  manner 
which  will  reduce  stress  on  vendor 
computer  hardware. 

When  the  Commission  deferred  fur¬ 
ther  action  on  proposed  Rule  17a- 14 
under  the  Act,**  which  would  have 
permitted  exchanges  and  associations 
to  file  plans  for  the  collection  and  dis¬ 
semination  of  quotations,  similar  to 
the  plan  required  to  be  filed  under 
Rule  17a-15  under  the  Act  with  re¬ 
spect  to  last  sale  reports,  it  determined 
that  industry  forces  should  be  allowed 
to  create  the  means  of  collection,  dis¬ 
semination  and  display  of  quotations 
without  direct  Commission  action.  The 
implication  of  this  decision  to  defer 
action  on  Rule  17a-14  was  that,  if  the 
industry,  after  sufficient  time,  had  not 
taken  reasonable  steps  in  creating  ap¬ 
propriate  procedures  and  facilities,  the 
Commission  would  once  again  consider 
direct  intervention.  However,  steps 
taken  to  date  indicate  that  the  ex¬ 
changes,  associations  and  vendors  are 
responding  to  this  challenge.  The 
Commission  believes  that  any  arrange¬ 
ment  between  all  of  the  various  ex¬ 
changes  and  associations  leading  to 
centralized  processing,  sequencing  and 
validation  of  quotation  information 
would  be  beneficial  and  it  encourages 
the  exchanges  and  associations  to 
pursue  such  arrangements.  With  re¬ 
spect  to  technical  specifications  gov¬ 
erning  the  method  of  transmitting 
quotation  information,  the  Commis¬ 
sion  believes  that  these  matters 
should  be  addressed,  at  least  initially, 
by  the  self-regulatory  organizations 
and  the  vendors  in  keeping  with  the 
Commission’s  prior  determination  to 
rely  upon  the  private  sector  to  imple¬ 
ment  mechanisms  for  collection,  dis¬ 
semination  and  display  of  quotation 
information.  The  Commission  sees  no 
apparent  utility  in  mandating  these 
specifications  and  is  confident  that 
the  vendors  and  self-regulatory  orga¬ 
nizations  will  satisfactorily  resolve  any 
problenu;  which  might  impede  the  suc- 
cessfui  development  of  a  composite 
quotation  system. 

IV.  Statutoby  Basis  and  Competitive 
Considerations 

The  Securities  and  Exchange  Com¬ 
mission  hereby  adopts  Rule  llAcl-1 
tl7  CFR  §  240.11Acl-l]  pursuant  to  its 
authority  under  the  Securities  Ex¬ 
change  Act  of  1934  [15  U.S.C.  78a  et 
seq.,  as  amended  by  Pub.  L.  No.  94-29 
(June  4,  1975)1,  and  particularly  Sec¬ 
tions  2,  3,  6,  9,  10,  llA,  15,  15A,  17  and 


*■  See  Securities  Exchange  Act  Release  No. 
11288  (March  11,  1975)  at  2.  40  FR  15015, 
l.‘=016. 
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23  thereof  (15  U.S.C.  78b.  78c,  78f.  78i. 
78j,  78k-l,  78o,  78o-3.  78q  and  78w). 

F^r  the  reasons  expressed  in  this  re¬ 
lease,  the  Commission  finds  that  the 
Rule  does  not  impose  any  burden  on 
competition  which  is  neither  necessary 
nor  appropriate  in  furtherance  of  the 
purposes  of  the  Act. 

The  text  of  Rule  llAcl-1  is  as  fol¬ 
lows: 

§  240.1  lAcl-1  Dissemination  of  quotations 
for  reported  securities. 

(a)  Definitions.  For  purposes  of  this 
section,  (1)  The  term  “third  market 
maker”  shall  mean  any  broker  or 
dealer  who  holds  himself  out  as  being 
willing  to  buy  and  sell  a  reported  secu¬ 
rity  for  his  own  account  on  a  regular 
and  continuous  basis  otherwise  than 
on  a  national  securities  exchange  in 
amounts  of  less  than  block  size  (in¬ 
cluding  any  such  broker  or  dealer  who 
also  represents,  as  agent,  orders  to  buy 
or  sell  reported  securities  on  behalf  of 
any  other  person  and  communicates 
bids  and  offers  to  a  national  securities 
association  ("association”)  pursuant  to 
this  section  on  behalf  of  such  other 
persons  as  well  as  for  his  own  ac¬ 
count). 

(2)  The  term  “exchange  market 
maker”  shall  mean  any  member  of  a 
national  securities  exchange  (“ex¬ 
change”)  who  is  registered  as  a  special¬ 
ist  or  market  maker  pursuant  to  the 
rules  and  regulations  of  such  ex¬ 
change. 

(3)  The  term  “responsible  broker  or 
dealer”  shall  mean  (i)  When  used  with 
respect  to  bids  or  offers  communicated 
on  the  floor  of  an  exchange,  any 
member  of  such  exchange  who  com¬ 
municates  to  another  member  on  the 
floor  of  such  exchange,  at  the  location 
(or  locations)  designated  by  such  ex¬ 
change  for  trading  in  a  reported  secu¬ 
rity,  a  bid  or  offer  for  such  reported 
security,  as  either  principal  or  agent; 
Provided,  however.  That,  in  the  event 
two  or  more  members  of  an  exchange 
have  communicated  on  the  floor  of 
such  exchange  bids  or  offers  for  a  re¬ 
ported  security  at  the  same  price,  each 
such  member  shall  be  considered  a 
“responsible  broker  or  dealer”  with  re¬ 
spect  to  that  bid  or  offer,  subject  to 
the  rules  of  priority  and  precedence 
then  in  effect  on  that  exchange;  and 
further  provided.  That  with  respect  to 
a  bid  or  offer  which  is  transmitted 
from  one  member  of  an  exchange  to 
another  such  member  who  undertakes 
to  represent  such  bid  or  offer  on  the 
floor  of  such  exchange  as  agent,  only 
the  last  such  member  who  undertakes 
to  represent  such  bid  or  offer  as  agent 
shall  be  considered  the  “responsible 
broker  or  dealer”  with  respect  to  that 
bid  or  offer,  and 

(ii)  When  used  with  respect  to  bids 
and  offers  commimicated  by  a  third 
market  maker  to  another  broker  or 
dealer  or  to  a  customer  otherwise  than 
on  an  exchange,  the  third  market 


maker  communicating  the  bid  or  offer 
(regardless  of  whether  such  bid  or 
offer  is  for  his  own  account  or  on 
behalf  of  another  person). 

(4)  The  term  “quotation  vendor” 
shall  mean  any  securities  information 
processor  engaged  in  the  business  of 
disseminating  to  brokers  and  dealers, 
on  a  real-time  or  current  and  continu¬ 
ing  basis,  bids  and  offers  made  avail¬ 
able  pursuant  to  this  section,  whether 
distributed  through  an  electronic  com¬ 
munications  network  or  displayed  on  a 
terminal  or  other  display  device. 

(5)  The  term  “consolidated  system” 
shall  mean  the  consolidated  transac¬ 
tion  reporting  system  contemplated  by 
§240.17a-15  (Rule  17a-15  under  the 
Act). 

(6)  The  term  “reported  security” 
shall  mean  any  equity  security  as  to 
which  last  sale  information  is  reported 
in  the  consolidated  system. 

(7)  The  term  “make  available,”  when 
used  with  respect  to  bids,  offers,  quo¬ 
tation  sizes  and  aggregate  quotation 
sizes  supplied  to  quotation  vendors  by 
an  exchange  or  association,  shall  mean 
to  provide  circuit  connections  at  the 
premises  of  the  exchange  or  associ¬ 
ation  supplying  such  data,  or  at  a 
common  location  determined  by 
mutual  agreement  of  the  exchanges 
and  associations,  for  the  delivery  of 
such  data  to  quotation  vendors. 

(8)  The  terms  “bid”  and  “offer” 
shall  mean  the  bid  price  or  the  offer 
price  most  recently  communicated  by 
an  exchange  member  or  third  market 
maker  to  any  broker  or  dealer,  or  to 
any  customer,  at  which  he  is  willing  to 
buy  or  sell  a  particular  amount  of  a  re¬ 
ported  security,  as  either  principal  or 
agent,  but  shall  not  include  indications 
of  interest. 

(9)  The  terms  “published  bid”  and 
“published  offer”  shall  mean  the  bid 
or  offer  (as  the  case  may  be)  of  a  re¬ 
sponsible  broker  or  dealer  for  a  report¬ 
ed  security  communicated  by  him  to 
his  exchange  or  association  pursuant 
to  this  section  and  displayed  by  a  quo¬ 
tation  vendor  on  a  terminal  or  other 
display  device  at  the  time  an  order  is 
presented  for  execution  to  such  re¬ 
sponsible  broker  or  dealer. 

(10)  The  term  “quotation  size,” 
when  used  with  respect  to  a  responsi¬ 
ble  broker’s  or  dealer’s  bid  or  offer  for 
a  reported  security,  shall  mean  (i)  the 
number  of  shares  (or  units  of  trading) 
of  that  reported  security  which  such 
responsible  broker  or  dealer  has  speci¬ 
fied,  for  purposes  of  dissemination  to 
quotation  vendors,  that  he  is  willing  to 
buy  at  the  bid  price  or  sell  at  the  offer 
price  comprising  his  bid  or  offer,  as 
either  principal  or  agent,  or  (ii)  in  the 
event  such  responsible  broker  or 
dealer  has  not  so  specified,  a  normal 
unit  of  trading  for  that  reported  secu¬ 
rity. 

(11)  The  term  “published  quotation 
size”  shall  mean  the  quotation  size  of 


a  responsible  broker  or  dealer  commu¬ 
nicated  by  him  to  his  exchange  or  as¬ 
sociation  pursuant  to  this  section  and 
displayed  by  a  quotation  vendor  on  a 
terminal  or  other  display  device  at  the 
time  an  order  is  presented  for  execu¬ 
tion  to  such  responsible  broker  or 
dealer. 

(12)  The  term  “aggregate  quotation 
size”  shall  mean  the  sum  of  the  quota¬ 
tion  sizes  of  all  responsible  brokers  or 
dealers  who  have  communicated  on 
the  floor  of  an  exchange  bids  or  offers 
for  a  reported  security  at  the  same 
price. 

(13)  The  term  “published  aggregate 
quotation  size”  shall  mean  the  aggre¬ 
gate  quotation  size  calculated  by  an 
exchange  and  displayed  by  a  quotation 
vendor  on  a  terminal  or  other  display 
device  at  the  time  an  order  is  present¬ 
ed  for  execution  to  a  responsible 
broker  or  dealer. 

(14)  The  term  “odd-lot”  shall  mean 
an  order  for  the  purchase  or  sale  of  a 
reported  security  in  an  amount  less 
than  a  normal  unit  of  trading. 

(15)  The  term  “specified  persons,” 
when  used  in  connection  with  any  no¬ 
tification  required  to  be  provided  pur¬ 
suant  to  paragraphs  (b)(3Ki)  and 
(bK3Kii)  of  this  section,  shall  mean'  (i) 
Each  quotation  vendor;  (ii)  *1110  pro¬ 
cessor  for  the  consolidated  system; 
and  (iii)  The  processor  for  the  Options 
Price  Reporting  Authority  (in  the  case 
of  a  notification  with  respect  to  a  re¬ 
ported  security  which  is  a  class  of  se¬ 
curities  underlying  options  admitted 
to  trading  on  any  exchange). 

(b)  Dissemination  requirements  for 
exchanges  and  associations.  (1)  Every 
exchange  and  association  shall  estab¬ 
lish  and  maintain  procedures  and 
mechanisms  for  collecting  bids,  offers, 
quotation  sizes  and  aggregate  quota¬ 
tion  sizes  from  responsible  brokers  or 
dealers  who  are  members  of  such  ex¬ 
change  or  association  (as  the  case  may 
be),  processing  such  bids,  offers  and 
sizes,  and  making  such  bids,  offers  and 
sizes  available  to  quotation  vendors,  as 
follows; 

(i)  Every  exchange  shall,  at  all  times 
such  exchange  is  open  for  trading,  col¬ 
lect.  process  and  make  available  to 
quotation  vendors  the  highest  bid  and 
the  lowest  offer  communicated  on  the 
floor  of  that  exchange  (or.  in  the 
event  such  exchange  maintains  more 
than  one  trading  floor,  communicated 
on  any  of  such  floors)  by  any  responsi¬ 
ble  broker  or  dealer  (excluding  any 
such  bid  or  offer  which  is  executed  im¬ 
mediately  after  communication  and 
any  such  bid  or  offer  communicated 
by  a  responsible  broker  or  dealer  other 
than  an  exchange  market  maker 
which  is  cancelled  or  withdrawn  if  not 
executed  immediately  after  communi¬ 
cation)  for  each  reported  security 
listed  or  admitted  to  unlisted  trading 
privileges  on  that  exchange  except 
during  any  period  when  trading  in 
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that  security  has  been  suspended  or 
halted,  or  prior  to  the  conunencement 
of  trading  in  that  security  on  any  trad¬ 
ing  day,  on  that  exchange; 

(ii)  Every  association  shall,  at  all 
times  last  sale  information  with  re¬ 
spect  to  reported  securities  is  reported 
in  the  consolidated  system,  collect, 
process  and  make  available  to  quota¬ 
tion  vendors  the  highest  bid  and 
lowest  offer  communicated  otherwise 
than  on  the  floor  of  an  exchange  by 
each  member  of  such  association 
acting  in  the  capacity  of  a  third 
market  maker  for  a  reported  security 
and  the  identity  of  that  member  (ex¬ 
cluding  any  such  bid  or  offer  which  is 
executed  immediately  after  communi¬ 
cation).  except  during  any  period 
when  over-the-counter  trading  in  that 
security  has  been  suspended:  and 

(iii)  Every  bid  and  offer  made  avail¬ 
able  to  quotation  vendors  by  an  ex¬ 
change  or  association  pursuant  to  this 
section  shall  be  accompanied  by  the 
quotation  size  or  the  aggregate  quota¬ 
tion  size  (as  the  case  may  be)  associat¬ 
ed  with  it. 

(2)  Each  exchange  shall,  with  re¬ 
spect  to  each  published  bid  and  pub¬ 
lished  offer  representing  a  bid  or  offer 
of  a  member,  establish  and  maintain 
procedures  for  ascertaining  and  dis¬ 
closing  to  other  members  of  that  ex¬ 
change,  upon  presentation  of  orders 
sought  to  be  executed  by  them  in  reli¬ 
ance  upon  paragraph  (cX2)  of  this  sec¬ 
tion.  the  Identity  of  each  responsible 
broker  or  dealer  who  made  such  bid  or 
offer  and  the  quotation  size  associated 
With  it. 

(1X1)  If,  at  any  time  an  exchange  is 
open  for  trading,  such  exchange  deter¬ 
mines.  pursuant  to  rules  and  regula¬ 
tions  approved  by  the  SectiriUes  and 
Exchange  Commission  pursuant  to 
Section  19(bX2)  of  the  Act.  that  the 
level  of  trading  activity  or  the  exis¬ 
tence  of  unusual  market  conditions  is 
such  that  the  exchange  is  incapable  of 
collecting,  processing  and  making 
available  to  quotation  vendors  the 
data  with  resp^  to  a  reported  securi¬ 
ty  required  to  be  made  available  pur¬ 
suant  to  paragraph  (bXl)  of  this  sec¬ 
tion  in  a  manner  which  accurately  re¬ 
flects  the  ctirrent  state  of  the  market 
on  the  floor  of  such  fxchange,  such 
exchange  shall  immediately  notify  all 
specified  persons  of  that  determina¬ 
tion.  Upon  such  notification,  responsi¬ 
ble  brokers  or  dealers  who  are  mem¬ 
bers  of  that  exchange  shall  be  relieved 
of  their  obligation  under  paragraph 
(cX2)  of  this  section  and  such  ex¬ 
change  shall  be  relieved  of  its  obliga¬ 
tions  under  paragraphs  (bXl)  and  (2) 
of  this  section  with  respect  to  that  se¬ 
curity;  provided,  however.  That  such 
exchange  shall  continue,  to  the  maxi¬ 
mum  extent  practicable  under  the  cir¬ 
cumstances,  to  collect,  process  and 


make  avail-able  to  quotation  vendors 
such  data  for  that  security  in  accor¬ 
dance  with  paragraph  (bXl)  of  this 
section. 

(il)  During  any  period  an  exchange, 
or  any  responsible  broker  or  dealer 
who  is  a  member  of  that  exchange,  is 
relieved  of  any  obligation  Imposed  by 
this  section  with  respect  to  any  report¬ 
ed  security  by  virtue  of  a  notification 
made  pursuant  to  paragraph  (bX3Xl) 
of  this  section,  such  exchange  shall 
monitor  the  activity  or  conditions 
which  formed  the  basis  for  such  notifi¬ 
cation  and  shall  immediately  renotlfy 
all  specified  persons  when  that  ex¬ 
change  is  once  again  capable  of  col¬ 
lecting.  processing  and  making  avail¬ 
able  to  quotation  vendors  the  data 
with  respect  to  that  security  required 
to  be  made  available  pursuant  to  para¬ 
graph  (bXl)  of  this  section  in  a 
manner  which  acetuately  reflects  the 
ctirrent  state  of  the  market  on  the 
floor  of  such  exchange.  Upon  stich 
renotlflcation.  any  exchange  or  re¬ 
sponsible  broker  or  dealer  which  had 
been  relieved  of  any  obligation  im¬ 
posed  by  this  section  as  a  consequence 
of  the  prior  notification  shall  again  be 
subject  to  such  obligation. 

(4)  Nothing  in  this  section  shall  pre¬ 
clude  any  exchange  or  association 
from  making  available  to  quotation 
vendors  indications  of  Interest  at  any 
time  or  bids  and  offers  arlth  respect  to 
a  reported  security  at  any  time  such 
exchange  or  association  is  not  required 
to  do  so  pursuant  to  paragraph  (bXl) 
of  this  section. 

(c)  Obligatiotu  of  responsible  brokers 
and  dealers.  (1)  Every  responsible 
broker  or  dealer  shall  promptly  com¬ 
municate  to  his  exchange  or  associ¬ 
ation  (as  the  case  may  be),  pursuant  to 
procedures  established  by  that  ex¬ 
change  or  association,  his  bids,  offers 
and  quotation  sizes. 

(2)  Subject  to  the  provisions  of  para¬ 
graph  (cX3)  of  this  section,  every  re¬ 
sponsible  broker  or  dealer  shall  be  ob¬ 
ligated  to  execute  any  order  to  buy  or 
sell  a  reported  seciirlty.  other  than  an 
odd-lot  order,  presented  to  him  by  an¬ 
other  broker  or  dealer,  or  any  other 
person  belonging  to  a  category  of  per¬ 
sons  with  whom  such  responsible 
broker  or  dealer  customarily  deals,  at 
a  price  at  least  as  favorable  to  such 
buyer  or  seller  as  the  bid  price  or  offer 
price  comprising  such  responsible  bro¬ 
ker's  or  dealer's  published  bid  or  pub¬ 
lished  offer  (exclusive  of  any  commis¬ 
sion.  commission  equivalent  or  differ¬ 
ential  customarily  charged  by  such  re¬ 
sponsible  broker  or  dealer  in  connec¬ 
tion  with  execution  of  any  such  order) 
in  any  amount  up  to  his  published 
quotation  size. 

(3X1)  If.  (A)  prior  to  the  presenta¬ 
tion  of  an  order  for  the  purchase  or 
sale  of  a  reported  security,  a  responsi¬ 


ble  broker  or  dealer  has  communicated 
to  his  exchange  or  association  (as  the 
case  may  be),  pursuant  to  paragraph 
(cXl)  of  this  section,  a  quotation  size 
superseding  his  published  quotation 
size  (a  “revised  quotation  size”),  or, 
(B)  at  the  time  an  order  for  the  pur¬ 
chase  or  sale  of  a  reported  security  is 
presented,  a  responsible  broker  or 
dealer  Is  in  the  process  of  effecting  a 
transaction  in  such  reported  security, 
and.  immediately  after  the  completion 
of  such  transaction,  he  communicates 
to  his  exchange  or  association  (as  the 
case  may  be)  a  revised  quotation  size, 
such  responsible  broker  or  dealer  shall 
not  be  obligated  by  paragraph  (cX2)  of 
this  section  to  purchase  or  sell  a  re¬ 
ported  security  in  an  amount  greater 
than  such  revised  quotation  size. 

(il)  No  responsible  broker  or  dealer 
shall  be  obligated  to  execute  a  transac¬ 
tion  for  any  reported  security  as  pro¬ 
vided  in  paragraph  (cX2)  of  this  sec¬ 
tion  if.  (A)  before  the  order  sought  to 
be  executed  Is  presented,  such  respon¬ 
sible  broker  or  dealer  has  communicat¬ 
ed  to  his  exchange  or  association  (as 
the  case  may  be)  pursuant  to  para¬ 
graph  (cXI)  of  this  section,  a  bid  or 
offer  superseding  his  published  bkl  or 
published  offer  (a  “revised  bid  or 
offer”);  or  (B)  at  the  time  the  order 
sought  to  be  executed  is  presented, 
such  responsible  broker  or  dealer  Is  in 
the  process  of  effecting  a  transaction 
in  such  reported  security,  and.  imme¬ 
diately  after  the  completion  of  such 
transaction,  such  responsible  broker  or 
dealer  communicates  to  his  exchange 
or  association  (as  the  ease  may  be) 
pursuant  to  paragraph  (cXl)  of  this 
section,  a  revised  bid  or  offer,  pro¬ 
vided,  however.  That  such  responsible 
broker  or  dealer  shall  nonetheless  be 
obligated  to  execute  any  such  order  in 
such  reported  security  as  provided  in 
paragraph  (cX2)  of  this  section  at  his 
revised  bid  or  offer  in  any  amount  up 
to  his  published  quotation  size  or  re¬ 
vised  quotation  size  (as  the  case  may 
be). 

(d)  Exemptions.  The  Commission 
may  exempt  from  the  provisions  of 
this  section,  either  unconditionally  or 
on  specified  terms  and  conditions,  any 
responsible  broker  or  dealer,  ex¬ 
change.  or  association  if  the  Commis¬ 
sion  determines  that  such  exemption 
is  consistent  with  the  public  interest, 
the  protection  of  investors  and  the  re¬ 
moval  of  impediments  to  and  perfec¬ 
tion  of  the  mechanism  of  a  national 
market  system. 

(e)  Effective  Date.  The  effective  date 
of  this  section  shall  be  May  1.  1978. 

(Secs.,  a.  S.  6.  9.  10.  IS.  17.  33.  Pub.  L.  Na  78- 
391.  49  8Ut.  881.  883.  885,  889,  891,  896.  897, 
901.  as  amended  by  Secs.  3.  3.  4.  11.  14.  18. 
Pub.  U  No.  94-39.  89  8Ut  97.  104.  131.  137. 
155  (IS  UA.C.  79b.  78e.  78f.  781.  78J.  78o.  78q. 
78«.  as  amended  by  Pub.  L.  No.  94-39  (June 
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4.  1975));  Sec.  1.  Pub.  L.  No.  75-719.  52  SUt. 
1070,  as  amended  by  Sec.  12,  Pub.  L.  No.  94- 
29,  89  Stal.  127-131  (15  U.S.C.  78o-S.  as 
amended  by  Pub.  L.  No.  94-29  (June  4. 
1975)):  Sec.  7,  Pub.  L.  No.  94-29,  89  SUt.  Ill 
(15  UAC.  78k-l).) 

By  the  Commission. 

George  A.  Fitzsimmons, 

Secretary. 


January  26. 1978. 

[FR  Doc.  78-2771  FUed  1-31-78;  8:45  am] 
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